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ABSTRACT 



New York State's system of financing education needs reform. 
Children in school districts where poverty pervades do not receive an 
adequate education; disparities in available funding resources have produced 
uneven levels of school spending among school districts; and state-aid 
formulas fail to correct for differences among districts. Children in large 
cities where poverty is concentrated are hurt most by the lack of educational 
equity. This paper reviews the reasons why New York State's method of funding 
public schools needs to be changed. It reviews the three major lawsuits 
currently in New York State courts and past litigation in the state. Options 
for reform are analyzed. Suggestions can be grouped into four major policy 
categories: (1) Redistribution of the responsibility for school funding 

between state and local school districts; (2) realignment of tax sources or 
use of new combinations of taxes for the support of public schools; (3) 
improvements in the educational process; and (4) governance reform within 
school systems. A model is offered that weaves together some of these options 
into one plan that might achieve the major goals of reform. Appendices 
contain a discussion of the experience with school -finance reform in five 
other states and a chart of school -finance litigation. (RT) 
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Executive Summary 



The Problem: New York State’s system of financing 
education needs reform. 

It’s not working for children. More and more, the quality of a child’s 
education in this state depends on where he lives — his neighborhood and the 
schools his neighbors are able and willing to support. Children in school districts 
where poverty pervades do not receive even an adequate education and have 
fallen far behind their peers on all performance measures. 

It’s not working for the taxpayer. Disparities in available funding 
resources within New York State have produced grossly uneven levels of school 
spending among school districts. Property tax rates have risen sharply in many 
parts of the state and voters are becoming less willing to approve proposed school 
budgets that require increases in local taxes. 

State aid formulas are not working. The package of school aids has 
become so complex that few understand it. The formula for distributing state 
funds was designed to compensate for differences among school districts in local 
wealth and in the needs of different groups of pupils. But the funds distributed by 
the state fail to correct for these differences. 

Hurt most are children in large cities where poverty is 
concentrated. This is true for two reasons: The legislature has limited aid each 
year for the City of New York to an arbitrary “share” of the total aid distributed 
statewide. School aid for New Y ork City is negotiated each year off-stage, not in 
the open legislative process. It falls short of what would be earned by the New 
Y ork City school district under the formula — and provides less aid per pupil than 
the City would receive if there were no equalizing formula in place. As measured 
by the aid formula. New York City is a district of average wealth with many pupils 
who need extra services; an equitable formula would allocate more than average 
aid for New York City schools; instead they are receiving less than the average 
school aid per pupil paid for the state as a whole. 

The second reason why children in the five largest cities in the state are 
shortchanged is that their school districts are “dependent.” State aid for the five 
largest cities in the state flows not to the school districts but to the municipalities, 
where it is often used, at least in part, for non-educational municipal purposes. 



The legislature has done nothing to resolve these problems. Many task 
forces and commissions have been appointed to study the way schools are funded. 
Many proposals for changing the system have been offered. But the legislature 
has not had the political will to implement any of the proposals. Advocates for 
change believe that it will take a judicial ruling to achieve a thorough-going 
revision of the state’s system of funding education. 

Confronting the Problem: The current system of 

financing education in New York State is now being 
challenged in the courts. Three lawsuits have been filed challenging 
the constitutionality of the state's system of financing public schools. The first, 
R.E.F.I.T. (Reform Educational Financing Inequities Today ) et al. v. Mario M. 
Cuonw was launched by a group of property-poor school districts on Long Island. 
They claim that the system is unconstitutional because the state’s undue reliance 
on local property tax financing makes it impossible for them to fund their schools 
on an equal basis with their richer neighbors. 

TheNew YorkCity Board of Education and the City of NewYorkfiled ajoint 
complaint in the spring of 1993 against the Governor and other state officials, 
claiming that the state’s system of financing education violates the equal 
protection and education clauses of the state constitution. A group of community 
school boards, parents and advocacy organizations in New York City filed a 
separate action under the name of the Campaign for Fiscal Equity or CFE. The 
CFE suit argues that the present system fails to provide children in the New York 
City school district with a basic, adequate level of education. 

The new cases are not a replay of the 1982 Levittown suit in which the state’s 
school funding system was held constitutional. At the time of the Levittown suit, 
the state had no clear-cut policy on educational standards. Today, the State 
Education Department and the Regents have expressed a commitment to the 
principle that all children can learn and that all are entitled to sufficient resources 
to help them learn. 

The current plaintiffs claim that the system has a racial impact since it 
disproportionally affects minority pupils who are concentrated in New York City. 
This was not a major issue in Levittown. New York City plaintiffs claim not that 
the formula treats them unequally but that the legislature fails to implement the 
formula for New York City and instead contrives to limit aid for New York City 
to an artificial, reduced share of total aid. 

Remedies for this condition are not to be found in minim al adjustments to 
the state aid formulas, but in a guarantee of at least a basic minimum level of 



education for every child. The remedy today is not targeted on the formulas that 
the legislature tinkers with each year to suit political exigencies, but on changing 
the system that permits such adjustments. 

Whatever the outcome of the litigation, the problems that gave rise to 
it must be addressed. It is important that civic groups and education advocates 
understand the issues involved. There has been little understanding of how public 
schools are funded. Legislators have been divided on the issue by region. School 
aid is amajor issue to suburbanites but representatives from New York City have 
tended to leave the issue to technicians to negotiate. It is time for civic organiza- 
tions and educators throughout the state to enter the debate. They need to 
understand what is at stake and the implications of the various options for change 
that are soon to be part of the legislative agenda. 



Some Solutions: a number of options are open to us 
to improve the way schools are funded in our state. 

There have been four major strands to the reform proposals offered for reforming 
school finance methods in New York State: 



The redistribution of the responsibility for school funding 
between state and local school districts: 

1. Full state assumption of school costs 

2. State funding of certain education costs 

— Full state funding of basic educational costs 
— Full state funding of instructional costs only 
— Full state funding in return for voluntary property 
tax reduction 

3. Raising the state’s support of operating costs 

The realignment of tax sources or use of new combinations 
of taxes for the support of public schools: 

4. Eliminating or reducing the property tax 

5. Substituting a local surcharge on income taxes for property taxes 

6. Modifying the property tax 

— A statewide property tax 
— Broadening the property tax base 
— Partitioning the property tax so that commercial property 
is taxed and redistributed at the state level 
— Improving the administration of the property tax 
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Improvements in the education process; the options 

reviewed are: 

7. Raising graduation standards and enriching the curriculum 

8. Improving teaching and learning through school-based 
decision-making 

Governance reform, the paper analyzes: 

9. A proposal to restructure the New York City school system 

10. Granting fiscal independence to large city school districts 
— Maintenance of effort issues 

— Full state funding of instructional costs for the big five cities 

It is important to note that the restructuring of a state school finance system 
usually involves a combination of changes. For the purposes of explanation and 
discussion in this paper, we have presented reform proposals individually. New 
Y ork State legislators, on the other hand, will be considering how many of these 
options to adopt. The last four proposals are not strictly finance issues, yet most 
experts believe that the reform of education funding systems cannot be consid- 
ered in a vacuum; attention must also be paid to improvements in the education 
process and to reforming the governance of public schools. Decisions must be 
made about where education money should be spent and who makes these 
decisions. 

A proposal: 

Finally, we offer as an example one model which weaves together several 
reform elements. It proposes that state aid for the big five city school districts be 
assigned directly to the school district rather than to the municipality, and that the 
state assume full responsibility for funding only the instructional costs of each of 
the big five city school districts. This would relieve the municipalities of the costs 
of instruction, but the municipalities would assume full responsibility for funding 
non-instructional costs out of city tax levies. 



Conclusion: 

There are viable options for reforming of the way our state 
finances education. If the courts uphold the claims of the plaintiffs 
now challenging the system, a wide range of proposals is at hand 
to implement the court’s decision. It is important for civic groups 
and private citizens to understand the policy questions that must 
be faced as this important issue moves to the forefront of the 
state’s agenda. 
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Introduction 



During the last two years, the Educational Priorities Panel held a 
series of meetings on Equity in School Finance. Speakers from states where 
school finance has been restructured or recently challenged came to EPP’s 
public forums and described their experiences with school finance reform. 
Among the speakers were Margaret Goertz and Marilyn Morheuser from New 
Jersey, Robert Sexton from Kentucky, Perry Keithly from the state of Washing- 
ton, Donald Moore from Chicago as well as lawyers in charge of each of the New 
Y ork City lawsuits that currently challenge New Y ork State’ s system of public 
school funding. Discussions with these veterans of court and legislative battles 
have already helped attorneys shape strategies and have kept the advocacy 
community informed on the issues to be faced in New York. 

This paper is based on information presented at EPP forums and follow- 
up discussions of the problems raised there. The paper reviews the reasons why 
New York State’s method of funding public schools needs to be changed and 
why it is important for civic groups and organizations interested in improving 
public education to confront the issues involved in school finance reform. The 
paper then reviews the three major lawsuits currently before New York State 
courts and the past litigation in the state. A discussion of the experience with 
school finance reform in five other states is included in the Appendix. 

Our paper then turns to an analysis of options for reform. Many 
suggestions are on the table for changing the way we finance public education 
and improving educational opportunities for all children in New York State. 
They can be grouped into four major policy categories: 

1. Redistribution of the responsibility for school 
funding between state and local school districts. 

2. Realignment of tax sources or use of new combi- 
nations of taxes for the support of public schools. 

3. Improvements in the educational process. 

4. Governance reform within school systems. 

Among these we have selected for discussion and evaluation ten 
options which illustrate the above categories. In conclusion, we offer 
a model, weaving together some of these strands into one plan that 
we believe would achieve the major goals of reform. 



